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Abstract 
This article seeks to provide an additional understanding 
on the moderation effect of cost leadership strategy on 
the relationship between EO and organizational 
performance by reviewing and synthesizing available 
research into a conceptual framework that explains 
possible moderation of cost leadership strategy.  The 
framework presents the reconceptualization of EO into 
entrepreneurial behavior (adjoining innovativeness and 
pro-activeness) and managerial attitude towards risk 
(risk-taking). In addition, the framework depicts cost 
leadership strategy as a moderating variable that could 
enhance or weaken the relationship between EO and 
performance. Based on the arguments in this article, two 
major propositions were developed to refine our 
understanding of the moderation of cost leadership 
strategy. Finally, theoretical and practical implication 
were discussed.  
Keywords: Cost Leadership Strategy, 
Entrepreneurial Orientation, Organizational 
Performance 
Introduction 
In today’s aggressive competitive environment, 
firms are in constant change and involve in 
entrepreneurial creativities  (Kantur, 2016). 
Therefore, organizations that are risk taker, 
promote exploration of new things and give 
importance to innovation achieved a great 
popularity (Kantur, 2016). In addition, it has been 
also revealed that active strategic decision making 
influence organizational performance (Acquaah & 
Agyapong, 2015). According to Porter (1980), an 
organization can generate competitive advantage 
and apparently maximize performance – either 
through cost leadership strategy, differentiation 
strategy, with or without focus strategy. For 
example, striving to be the industry’s overall low-
cost provider is a powerful competitive approach in 
the market with many prices sensitive customers 
(Thompson, Gamble, & Strickland III, 2009).  
Despite the growing extensive research work 
related to EO and organizational performance 
relationship, the overall findings regarding this 
relationship appeared to be inconsistent. For 
example, some authors contend that entrepreneurial 
orientation has a significantly positive correlation 
between organizational performance (Al-Dhaafri, 
Al-Swidi, & Rushaimi Zien, 2016; Kantur, 2016; 
Soininen, Puumalainen, Sjorgren, Syrja, & Durst, 
2013; Tina & Katharina, 2015). However, some 
other studies did not find evidence on the 
significant relationship between entrepreneurial 
orientation and performance (Andersen, 2010; 
Frank, Kessler, & Fink, 2010). Moreover, some 
authors found a correlation only in some 
components of entrepreneurial orientation towards 
organizational performance (Alireza, Jaafar, & 
Ramayah, 2014; Dzulkarnain, Abdullah, & 
Shuhymee, 2014). The reviewed literature all laid a 
path to dissimilarity which had both positive and 
negative result as mention above. Therefore, 
organizational effectiveness of entrepreneurial 
orientation (EO) strategy has been questioned. 
In line with the EO-performance inconsistence 
relationship, Wales (2016) recommended a further 
exploration of interaction models for the literature 
on its relationship. In addition, Rauch et al. (2009) 
suggest that substantial theoretical and empirical 
contributions may still be made in studies which 
investigate the conditions within which EO–
performance relationships are either strengthened 
or weakened. In fact, EO-performance relationship 
will be successful if moderated by internal factor 
(Campos & Valenzuela, 2013). For example, Porter 
(1980) stated that competitive strategy is 
considered as an internal factor that significantly 
influence organizational performance. However, 
this study will focus the discussions on the first 
strategy: cost leadership which are normally used 
by firms that serve a broad range of segments  
(Acquaah & Agyapong, 2015; Brakaj, Vasilika, & 
Amali, 2015; O’Regan, Veetill, & Ghobadian, 
2011; Teeratansirikool, Siengthai, Badir, & 
Charoenngam, 2013; Wu, Gao, & Gu, 2015) 
Therefore, this paper advances the literature by 
proposing cost leadership as a moderator on the 
relationship between EO and organizational 
performance which is relatively scant.  Moreover, 
previous study has analyzed EO and cost leadership 
strategy as independent variable without a close 
       2  
58 
Asian Journal of Multidisciplinary Studies, 6(2) February, 2018 
 
  
  
 
 
 
examination of their interrelationships  This article 
is structured as follows. In section 2, we outline the 
relevant literature and argument on the relationship 
between EO, cost leadership strategy and 
organizational performance followed the proposed 
research framework and relevant proposition. 
Finally, the suggestion for further studies is  
explained.  
Entrepreneurial Orientation 
Research in the area of EO has seen rapid growth 
since it was introduced by Covin and Slevin (1989) 
and become the major focus of studies in the field 
of entrepreneurship for more than 30 years (Covin 
& Wales, 2012). EO is defined as the processes, 
structures, and behaviors of firms that are 
characterized by innovativeness, pro-activeness, 
and risk taking (Covin & Slevin, 1989; Miller, 
1983). Innovativeness is  a tendency of a firm in 
engaging in and supporting the generation of new 
ideas and creative processes that may lead to new 
products/services; pro-activeness refers to taking 
the initiative by anticipating and pursuing new 
opportunities while risk taking is firm’s willingness 
to engage in calculated business-related risks in the 
marketplace, even when their outcomes are 
uncertain (Lumpkin & Dess, 1996).  
Recently, Anderson, Kreisear, Kuratko, Hornsby, 
and Eshima (2015) re-conceptualized EO into two 
dimensions. These are entrepreneurial behavior 
(adjoining innovativeness and pro-activeness) and 
managerial attitudes towards risk (risk-taking). The 
former refers to the firm’s ability to commercialize 
innovative product/services to the market. 
Whereas, the latter describes manager’s inclination 
to take action strategically even if the outcome is 
uncertain. 
Cost Leadership Strategy 
In every business firm, cost is a significant factor in 
determining the price charge by the firm. Cost 
leadership strategy is defined as an integrated set of 
actions taken to produce goods or services with 
features that are acceptable to customers at the 
lowest cost, relative to that of competitors (Hitt, 
Ireland, & Hoskisson, 2011; Porter, 1980). Porter 
(1980, p35) state that the characteristics of a cost 
leader “requires aggressive construction of 
efficient-scale facilities, vigorous pursuit of cost 
reduction from experience, tight cost and overhead 
control, avoidance of marginal customer accounts, 
and cost minimization in areas like R&D, service, 
sales force, advertising and so on”.  
It has been argued that business firm with a cost 
lower than other gains competitive advantage ( 
Porter, 1980, 1985). Thus, having low-cost position 
yields the firm above average return in its industry 
despite the presence of strong competitive forces 
(Hilman & Kaliappen, 2014; Porter, 1980; Wu, 
Gao, & Gu, 2015). Because of its lower cost, the 
cost leader is able to charge a lower price for its 
products and services and still make a satisfactory 
profit (Wheelen & Hunger, 2012). 
EO and Organizational Performance 
Theoretically, it was emphasized that EO has been 
confirmed as a factor having a positive bearing on 
business performance through the creation of a 
competitive advantage that transmutes into 
substantial financial success  (Wiklund, 1999). The 
relationship between entrepreneurial orientation 
(EO) and organizational performance has been 
extensively studied by researchers. However, 
mixed findings have been reported on either 
significant or insignificant and positive or negative 
relationship.  
For example, Kantur (2016) examined the effects 
of EO on organizational performance of a banking 
industry using structural equation modelling 
(SEM). The result of the study revealed that EO 
significantly influence organizational performance. 
In addition, the current empirical study of Tang, 
Tang, and Cowden (2016) support previous 
arguments that adopting a strong EO generates 
valuable competitive advantages. Some studies also 
agree that EO and organizational performance is 
positively and significantly related (Chien, 2014; 
Kraus, Ambos, & Semrau, 2016; Otache & 
Mahmood, 2015; Rosenbusch, Rauch, & Bausch, 
2013; Shirokova, Bogatyreva, Beliaeva, & Puffer, 
2016).  
On the other hand, contradictory result on the 
relationship between EO and organizational 
performance is also revealed. For example, 
Arunachalan, Ramaswani, Herrmann, and Walker 
(2013) investigated entrepreneurial orientation, 
innovation and firm performance. They reported 
that the relationship between entrepreneurial 
orientation and innovation and firm 
performance is curvilinear with an inverted U 
shape which mean a negative association among 
the construct.  
Therefore, the results show differences with the 
numerous research in the field. That maybe due to 
the differences in type of business and environment 
where they are working on; as EO is a context-
dependent strategic orientation (Rauch et al., 2009).  
Moderating Role of Cost Leadership Strategy 
According to literature reviewed above, it is 
revealed that empirical studies dedicated 
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entrepreneurial orientation and organizational 
performance show inconsistent findings. In order to 
resolve this ambiguous situation and shed the light 
on the reason behind the inconsistent results, 
according to the contingency theory, the 
relationship between two variables depends on i.e. 
contingent upon some third variable (Baier, 2008).  
In line with the EO-performance relationship, 
Wales (2016) recommended a further exploration 
of interaction models for the literature on its 
relationship. In addition, Rauch et al. (2009) 
suggest that substantial theoretical and empirical 
contributions may still be made in studies which 
investigate the conditions within which EO–
performance relationships are either strengthened 
or weakened. Moreover, EO and cost leadership 
strategy has been studied as independent variable 
without a close examination of their possible 
interactions effect. Both competitive strategy and 
EO are distinct business unit-level concepts (Covin 
and Lumpkin, 2011); the implementation of a 
specific competitive strategy (e.g. cost leadership) 
requires different and specific resources and 
competencies (Lechner & Gudmundsson, 2014). 
Thus, if both EO and competitive strategies are 
important for an organization, the relationship 
between the two constructs also becomes vital for 
understanding firm performance. 
EO is characterized by a strong research and 
development emphasis, technological leadership, 
the introduction of new products and the degree of 
changes in product or service lines (Covin & 
Wales, 2012). While generally, cost leaders are 
characterized by minimization of research and 
development (R&D) expenditure (Johnson et al., 
2011; Porter, 1985). This means that cost 
leadership reduces in the intensity of R&D of a 
firm (understood as the ratio of R&D expenditures 
to sales) which, in turn, is an indicator of the 
strategic importance of innovation (Lechner & 
Gudmundsson, 2014). It can be assumed then that 
cooperatives with a cost leadership strategy is 
likely to be at the lower end of entrepreneurial 
innovation scale.  
In addition to this proactiveness anticipates 
competitive moves and maintains first-mover 
advantage, however, cost leadership strategy is 
more associated with late entry firms (C. Lechner 
& Gudmundsson, 2014). Thus, it could indicate 
that entrepreneurial behavior (innovativeness and 
pro-activeness) might be particularly not significant 
for cooperatives that implement cost leadership. 
However, in the case of attitudes towards risk 
taking, Lechner and Gudmundsson (2014) argued 
that risk-taking is important for cost leadership. 
Thus, based on the arguments above, the following 
proposition is developed: 
Proposition 1: Cost leadership moderates the 
relationship between entrepreneurial behavior and 
organizational performance. Such that, low cost 
leadership strategy will strengthen the relationship 
between entrepreneurial behavior and 
organizational performance 
Proposition 2: Cost leadership moderates the 
relationship between attitudes towards risk taking 
and organizational performance. Such that, high 
cost leadership strategy will strengthen the 
relationship between risk taking and organizational 
performance.  
 
Conceptual Framework 
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Implication for Future Research 
The conceptual framework presented in this article 
may serve as a platform for future empirical study 
on cost leadership strategy as moderator between 
EO and organizational performance relationship. 
This article has developed propositions on how cost 
leadership strategy may interact with EO that could 
lead to better organizational performance.  
An avenue for future research could then be 
addressed and develop the operationalization of the 
constructs in the framework and empirically test 
the proposition to empirically confirm or reject the 
theoretical assumption in this paper. In assessing 
EO, researcher could furthermore measure EO 
based on a highly salient yet largely unexplored 
issue is whether EO is fundamentally a behavioral 
phenomenon or whether it represents some kind of 
attitudinal among strategic decision makers 
(Anderson et al., 2015).  
In addition, empirical study on the influence of the 
new conceptualization of EO towards firm 
performance is still limited as far as the author 
knowledge. Therefore, it would be beneficial to 
analyze the independent role of EO new dimension 
namely entrepreneurial behavior and attitude 
towards risk on firm performance. Researcher 
could adopt the 9-item scale proposed by Covin 
and Slevin (1989) consist of three dimensions of 
innovativeness, risk taking and proactiveness. 
According to Rauch et al. (2009), since Covin and 
Slevin’s scale has been used by numerous research 
on EO, it will the ensure the high levels of 
comparability (e.g. Al Swidi & Al-Hosam, 2012; 
Eggers, Kraus, Hughes, Laraway, & Snyverski, 
2013; Jia, Wang, Zha, & Yu, 2014; Moghaddam, 
Khorakian, & Maharati, 2015).  
Thus, this study result can be comparable if it will 
adopt these dimensions . In addition, Kreiser et al. 
(2002) supports only the three dimensions of EO 
and argued that adding the two-dimension 
suggested by Lumpkin and Dess (1996) does not 
give importance to it. Consequently, among the 
five dimensions, the strongest factor that influence 
organizational performance is the first three 
dimensions (Hughes & Morgan, 2007). This means 
that excluding the additional two dimension would 
not affect the power of EO (Kreiser et al., 2002).  
Another avenue for future study is to empirically 
test the framework to small, medium and large 
organization to confirm which of these 
organization benefited mostly from EO and cost 
leadership strategy.  
Implication for Practice 
This paper may finally provide implication 
practically. First, this study highlights the 
importance of cost leadership strategy and EO in 
achieving high level of organization performance. 
Competitive strategy of an organization matters 
and that the implementation of one type of strategy 
such as cost leadership strategy must be in line with 
firm’s resources to drive performance. Moreover, 
in line with scholars such as Covin and Slevin 
(1991), EO needs to consistently develop for a 
long-term firm level orientation. EO dimensions 
did appear to be beneficial specially with the 
interaction of cost leadership strategy, therefore 
organization need to carefully develop firm level 
strategy to achieve better organizational outcomes.  
Conclusion 
This paper has reviewed the previous study into a 
conceptual framework to help enhance the little 
understanding on the moderation effect of cost 
leadership strategy. The role of cost leadership 
strategy in strengthening and weakening EO 
relationship with performance is highlighted. 
Moreover, the relatively less explored moderation 
effect of cost leadership strategy on the relationship 
between EO and organizational performance has 
been discussed.  The conceptual framework 
provides a theoretical platform from which to 
further explored the interaction effect of cost 
leadership strategy whether it could enhance the 
influence of EO towards organizational 
performance.  
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